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Dear S i r  o r  Madam: 

We have considered your app l i ca t i on  for  recogn i t i on  o f  exemption from Federal 
income tax  under sec t i on  50:(c)(J)  o f  the I n t e r n a l  Revenue Code. 

The in format ion  submitted ina lca tes  t h a t  you incorporated i n  the  Sta te  o f   
on . A r t i c l e  1; of your A r t i c l e s  o f  l nco rpc ra t i on  s ta tes  t h a t  you 
are  organized exc lus i ve l y  for  c i v i c  betterment and general # e l f a r e  purposes as 
fo l lows:  

- To render non-p ro f i t ,  cons t roc t~ve ,  ci..? serv ice  f o r  the  preservat ion  and 
p r o t e c t i o n  o f  the physical  environment, promotion c f  t h s  common w e l f a r e  and 
general good of the  community and o f  the  c i t i z e n s  who are  res idents ,  p roper ty  
owners, tenants and members of t he  general p u b l i c  i n  t h a t  c e r t a i n  p a r t  o f   
County, , which i s  def ined as the  "Pro jec t "  i n  t h a t  c e r t a i n  inst rument  
dated , e n t i t l e d  "Agreement Es tab l i sh ing  Maintenance Charge" 
executed by ; 

- To - foster  acd incu lca te  c i v i c  consc~ousness by means o f  a c t i v e  p a r t i c i p a t i o n  
i n  cons t ruc t i ve  p r o j e c t s  which w i l l  improve the  s a i d  community and w i l l  thereby 
improve the  c i t y ,  s t a t e  and nat ion  of which i t  i s  a  p a r t ;  

- To promote and/or pravide serv ices and f a c i l i t i e s  f o r  the  maintenance, r e p a i r  
and b e a u t i f i c a t i o n  of those areas dedicated t o  o r  reserved f o r  p u b l i c  use i n  
s a i d  community; 

- To expend the monies co l l ec ted  by t h i s  corpora t ion  from assessments o r  
charges and other sums received by you fo r  the  payment and discharge o f  a l l  
proper costs, expenses and ob l iga t ions ,  i n c l u d i n g  cos ts  o f  p u b l i c  l i a b i l i t y  
insurance, incur red by you i n  c a r r y i n g  out any o r  a l l  o f  t he  purposes f o r  which 
you are formed. 

A r t i c l e  I 1  a f  your Bylaws s ta tes  t h a t  your members s h a l l  be the  record owner o f  
a fee  simple t i t l e  t o  any land located i n ,  a mixed-use 
development located i n  County, . I t  a l so  s ta tes  t h a t  the  r i g h t s  o f  
t he  members are subject  t c :  ( 1 )  the  payment o f  any assessments as s e t  f o r t l i  i n  
t h e  prov is ions  o f  the  Pro tec t ive  Covenants; and ( 2 )  compliance w i t h  t h e  
p rov i s ions  o f  the P ro tec t i ve  Covenants. 

Your 1024 App l ica t ion  fo r  Recognition of Exemption s ta tes  t h a t  you main ta in  and 
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landscape entrances, esplanades and open areas fo r  t he  bene f i t  of t he  proper ty  
owners and a l l  v i s i t c r s .  You a l so  ~ r o v i d e  e l e c t r i c i t y  fo r  t h e  common areas. 
This ;eludes s t r e e t l i g h t s  and l i g h t i n g  fo r  t he  common areas. 

Your f i n a n c i a l  income i s  p r i m a r i l y  t he  gross dues and assessments o f  your 
members. You a lso  rece ive  i n t e r e s t  income. Your expenses are  fo r  grounds 
maintenance, u t i l i t i e s ,  management and a d a i n i s t r a t i o n .  

Yeur correspondence dated   s ta tes  the  fo l lowing:  
. - - You are  made up of  acres; 

- You a re  not  a  homeowner's assoc ia t ion ,  t he re fo re  you have no s ing le - fam i l y  
residences, apartments o r  res idents ;  

- There are  numerous commercial businesses and  governmental e n t i t i e s  located 
w i t h i n  your boundaries; 

- You have  members. The dues fo r   were 5  per square foo t .  The 
governmental o f f i c e s  are exempt from your assessments; 

- You do not mainta in any rec rea t iona l  o r  other  f a c i l i t i e r m ? o r  your members; 

- The  rebate expense was t h e  excess o f  revenues f o r  the  year ending 
 and was refunded back t o  the  members. 

Inc luded w i t h  t h i s  correspondence was a  copy of your P ro tec t i ve  Covenants. 
Sect ion 4  of the covenants s ta tes  t h a t  a l l  t r a c t s  o r  parce ls  o f  land w i t h i n  t h e  
proper ty  sha l l  be used s o l e l y  fo r  o f f i c e ,  commercial, processing, research, 
se rv i c ing ,  l i g h t  i n d u s t r i a l  manufacturing, warehousing, r e t a i l  sales, and 
r e s i d e n t i a l  uses. 

Your correspondence dated  s t a t e s  the  fo l lowing:  

- The dues amounts assessed your members ranged from $  t o  $  

- Your dues amount i s  based on the  square footage occupied by each i n d i v i d u a l  
member fo r  two reasons: ( 1 )  t h i s  i s  the  prescr ibed method according t o  your 
governing documents; and ( 2 )  t h i s  method r e s u l t s  i n  the  most equ i tab le  means o f  
a l l o c a t i n g  the  necessary assessment revenue requ i red  f o r  your operat ions.  

Sect ion SOl(c) o f  t he  Code describes c e r t a i n  organizat ions exempt from Federal 
income tax under sec t ion  501(a) and reads, i n  pa r t ,  as fo l lows:  

" ( 4 )  C i v i c  leagues o r  o rgan iza t ions  no t  organized f o r  p r o f i t  but operated 
exc lus i ve l y  f o r  t h e  promotion of s o c i a l  welfare, o r  l o c a l  assoc ia t ions  O F  
employees, the  membership of which i s  l i m i t e d  t o  the  employees o f  a  
designated person o r  persons i n  a  p a r t i c u l a r  mun ic ipa l i t y ,  and t h e  net  
earnings o f  which are devoted exc lus i ve l y  t o  cha r i t ab le ,  educat ional ,  o r  
rec rea t iona l  purposes." 

Sect ion l . S 0 1 ( ~ ) ( 4 ) - l ( a ) ( 2 ) ( i )  o f  t h e  Income Tax Regulat ions provides t h a t :  

"An organ iza t ion  i s  operated exc lus i ve l y  fo r  the  promotion o f  soc ia l  
wel fare if i t  i s  p r i m a r i l y  engaged i n  promoting i n  some way the  common good 
and general we l fa re  o f  t h e  people o f  t he  community. An organ iza t ion  . . .% 
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embraced w i t h i n  t h i s  sec t ion  i s  one which i s  operated p r i m a r i l y  f o r  t h e  
purpose 0.f b r i n g i n g  about c i v i c  betterment and soc ia l  improvements." 

The Revenue Ru l ing  72-102, 1972-1 C.B. 149 ho lds  t h a t  a membership o rgan iza t i on  
formed by a developer t o  adminis ter  and enforce covenants f o r  p reserv ing  t h e  
a rch i tec tu re  and appearance o f  a housing development and t o  own and main ta in  
common green areas, s t ree ts ,  and sidewalks fo r  t h e  use of a l l  development 
res idents  i s  exellpt under sec t i on  501(c)(4) .  
4 

-The Revenue Ru l ing  74-99, 1974-1 C.B. 131, modi f ied and c l a r i f i e d  Revenue Ru l i ng  
72-102. I t  provides t h a t  i n  order  t o  q u a l i f y  f o r  exemption under IRC 501(c)(4),  
a homeowners1 associat ion:  Rust serve a "community" which bears a reasonable 
recognizable r e l a t i o n  t o  an area o r d i n a r i l y  i d e n t i f i e d  as governmental; i t  must 
no t  conduct a c t i v i t i e s  d i r e c t e d  t o  the  e x t e r i o r  maintenance of p r i v a t e  
residences; and t h e  common areas o r  f a c i l i t i e s  i t  owns and mainta ins must be 
f o r  the  use and enjoyment o f  t h e  general pub l i c .  

According t o  t h e  Revenue Rul ing 80-63, 1980-1 C . B .  116, no hard and f a s t  r u l e  
can be app l ied  as t o  what c o n s t i t u t e s  a "community," bu t  t h a t  each case must be 
examined t o  determine whether t h e  a c t i v i t i e s  of t he  organ iza t ion  have s u f f i c i e n t  
community benef i t  t o  serve a s o c i a l  we l fa re  purpose under I R C  5 0 1 ( ~ ) ( 4 j .  
Although t h e  area represented by an assoc ia t ion  may not  be a community,, i f  t h e  
assoc ia t ion 's  a c t i v i t i e s  b e n e f i t  a community, i t  may s t i l i  q u a l i f y  f o r  
exemption. 

You can be d is t ingu ished from a homeowners' assoc ia t ion  because you are  no t  a 
membership organizat ion formed and c o n t r o l l e d  by member-homeowners 'here are  
no res idents  i n . The b u i l d i n g s  1 o c ~ : ~ ~ i  w i t h i n  
the  boundaries of are u t i l i z e d  by i n c ' t i d u a l s  and 
comoanies i n  t he  ccnduct o f  t h e i r  businesses. Therefore, you are not a 
homeowners' assoc ia t ion  as described i n  the  Revenue Rul ings 72-102 and 74-99. 

You are organized p r i m ~ r i l y  t o  mainta in and landscape the common areas o f  
business park. A business park cannot be 

considered a community s?nce i t  i s  no t  a geographicai u n i t  bear ing a reasonably 
recognized r e l a t i o n s h i p  t o  an area o r d i n a r i l y  i d e n t i f i e d  as a governmental 
subdiv is ion,  d i s t r i c t  o r  u n i t .  I n  fac t ,   i s  a 
commercial development which provides a p lace f o r  i n d i v i d u a l s  and companies t o  
conduct business. 

You do not  r e s t r i c t  t he  general p u b l i c  access t o  the  common areas o f   
business park because the  business owners use t h e  b u i l d i n g s  

located w i t h i n  the  boundaries o f  t h e  business park t o  conduct business w i t h  t h e  
general pub l ic .  Whi le t he  general p u b l i c  has access t o  your business park, a 
member o f  the  general p u b l i c  would have no reason t o  enter  your business park 
unless he o r  she has business w i t h  one o f  t h e  companies loca ted w i t h i n  your 
busi ness park. 

I n  order f o r  t h e  businesses located i n  t o  a t t r a c t  
and serve customers, i t  i s  necessary f c r  them t o  pay assessments t o  your 
organization f o r  ma in ta in ing  . ~ n d  landscaping the  common areas, r i g h t s  o f  way, 
esplanades and ectrances w i t h i n  and adjacent t o  the  boundaries o f   

. I t  i s  common f o r  a shopping ma l l ,  r e t a i l  cen ter  o r  a 
commercial b u i l d i n g  t c  mainta in areas such as the  r i g h t  c f  way and esplanades 
encompassed along i t  boundaries. Therefore, you are  p r i m a r i l y  p r o v i d i n g  a 
serv ice  t o  t b & H l t \ e s s e s  located i n as 



 

d is t inguished from promoting the comnon good and general we l fare  of t he  
comnnrni t y  . 
Each members assessment i s  based on :he amount of square footage occupied by 
them. The services which you provide the  aenber/tenants are  based on t he  square 
footage t ha t  each u t i l i z e s .  This i s  an i nd i ca t i on  t h a t  you are p rov id ing  a 
commercial ~ e r v i c e  f o r  a fee. You ar9 not  s i n i  l a r  t o  a homeownersf assoc ia t ion 
because each I#nber/resident i n  a homeowners' assoc ia t ion i s  charged t h e  same 
amount o f  dues. 

. - 
Your a c t i v i t i e s  enhance the developer o f  ' s  
marketing of the  unoccup.~ed and undeveloped l o t s  w i t h  t he  bu4iness park. By 
maintain ing the comma areas, you increase t he  a t t rac t iveness o i  ?he park t o  
praspect ive businesses. Therefore, you are p rov id ing  p r i v a t e  be re f i t  t o  the  
developer of  

Since you are provid ing a serv ice f o r  a fee, and are  not made up o f  homeowners, 
you are not  a homeowners' association, and do not  q u a l i f y  f o r  treatment under 
I R C  528. Therefore, you should not f i l e  Form 1120-H. 

Accordingly, i t  i s  he ld  tha t  you are not e n t i t l e d  t o  exemption from F e d e r ~ l  
income tax as an organizat ion described i n  1RC 501(c)(4), and you are requ i red 
t o  f i 1 e Federal i ncoare tax  returns on Form 1 120. 

I f  you do not agree w i t h  these conclusions, you may, w i t h l n  30 days from the  
date o f  t h i s  l e t t e r ,  f i l e  i n  dupl icate a b r i e f  of the  fac ts ,  law, and argument 
t ha t  c l e a r l y  sets f o r t h  your pos i t ion .  If you des i re  an o r a l  discussion of the  
issue, please ind ica te  t h i s  i n  your pro tes t .  The enclosed Publ ica t ion 892 gives 
i n s t r u c t ~ o n s  f o r  f i l i n g  a protest .  

I f  you do not f i l e  a pro tes t  w i t h  t h i s  o f f i c e  w i t h i n  30 days o f  the date of t h i s  
r e p o r t  o r  l e t t e r ,  t h i s  proposed determination w i l l  become f i n a l .  

I f  you do not protest  t h i s  proposed determination i n  a t imely  manner, i t  w i l l  be 
considersd by thu In te rna l  Revenue Code as a f a i l u r e  t o  exhaust avai i a b l e  
admin is t ra t ive  reaedies. Section 7428(b)(2) of the I n t e rna l  Revenue Code 
provides i n  part  tha t ,  "A declaratory judgment o r  decree under t h i s  sect ion 
sha l l  not be issced i n  any proceeding unless the Tax Court, the Court of Claims, 
o r  the d i s t r i c t  c m r t  o f  the United States fo r  the O i s t r t c t  o f  Columbia 
determines that  the  organizat ion involved has exhausted admin is t ra t ive  remedies 
avai lab18 t o  i t  w i t h i n  the In te rna l  Revenue Service." 

I f  you agree with these conclusions o r  do not wish t o  f i l e  a w r i t t e n  p ro tes t ,  
please s ign ard re tu rn  Form 6018 i n  the enclosed self-addressed envelope as soon 
as possible. 

I f  you have any fu r the r  questions, please contact the person whose name and 
telephone number are-shown a t  the beginning o f  t h i s  l e t t e r .  

D i s t r i c t  D i rec tor  
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Enclosures: 
Publication 092 
Form 6018 




